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Meeting called to order 
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12:15 PM Lunch Break 
 
1:00 PM Commissioners’ Work 
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Financing CountiesFinancing Counties
Making the Case for Fiscal Reform:  A Status 

Report on California’s 58 Counties

California State Association of Counties

A Presentation to the Commission on Tax Policy in 
the New Economy

September 18, 2002 San Diego, California

Steven C. Szalay, CSAC Executive Director
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California State Association of Counties

County Structure and FunctionCounty Structure and Function

A county is the largest political subdivision of 
the state having corporate powers.
Counties are required by the Legislature to 
provide for the safety, health, and welfare of 
the people within their borders.
All California citizens reside in one of the 58 
California counties.
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California Population GrowthCalifornia Population Growth
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California’s population has 
grown 48 percent in the 20 
years between 1979 and 1999 
and is expected to grow another 
33 percent in the next 20 years. 
Population growth places 
additional demands on a range 
of county services, including 
roads and other transportation 
services, public safety, social 
services, public, indigent, and 
mental health systems, and 
libraries.
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California State Association of Counties

County RevenuesCounty Revenues
Payments from federal 
and state agencies and 
enterprise revenues are 
counties’ main revenue 
sources.
The percentage of 
revenues derived from 
property tax has 
substantially declined in 
the past decade.
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Revenue from Intergovernmental Revenue from Intergovernmental 
AgenciesAgencies
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• In 1999-00, counties received 62 percent of their general resources from
federal and state agencies.  These funds are largely restricted to specific 
assistance programs mandated by the state or federal government.
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Local Property TaxesLocal Property Taxes

County Property Tax Revenues
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Faced with a budget deficit in 
1992-93, the Legislature began 
shifting local property tax 
revenues away from local 
governments to schools, 
drastically reducing the 
resources available to fund 
critical local services.
The shift, commonly known as 
ERAF, continues today, with 
local governments shifting an 
estimated $4 billion annually to 
enable the state to balance its 
budget.
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California State Association of Counties

County ExpendituresCounty Expenditures

In 1999-00, health and 
social services account 
for 52 percent of all 
county expenditures.
Public safety is the 
next largest category 
of expenditure, with 
nearly 30 percent.
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1010--year Trend: Public Assistanceyear Trend: Public Assistance

Public assistance 
(welfare, social 
services, and 
general relief) 
expenditures have 
increased over the 
past ten years, 
despite declining 
resources.
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1010--year Trend: Public Protectionyear Trend: Public Protection
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Judicial Police Protection Detention and Correction Other

Public protection 
(police and fire 
protection and jail 
services) 
expenditures 
totaled $9.2 billion 
in 1999-00, up 
nearly $3.7 billion 
in a 10-year period.
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California State Association of Counties

Why reform?  Why reform?  
Californians deserve a 
government system that:

– Recognizes the multiple roles 
of counties as providers of 
state programs, countywide 
services, and municipal 
services.

– Aligns program responsibility 
with revenue control.

– Provides a measure of revenue 
predictability and allows local 
communities to make choices 
about new revenues.

– Establishes clear 
accountability, while 
maintaining flexibility.

The dysfunctional 
state/local relationship has 
resulted in:

– Local governments approving 
land use developments to 
receive additional sales tax 
revenue.

– State-mandated locally-
operated programs that are not 
adequately funded.

– A decline of predictable 
funding for key local services.
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If Not Now, When?If Not Now, When?
No fewer than seven commissions have reviewed 
the state/local fiscal relationship.  However, the 
recommendations of these commissions have not 
yet been implemented.
Senator Burton has called for a new bipartisan 
commission to review state and local finance and 
to make recommendations for statutory and 
constitutional changes in an attempt to address the 
state’s over-reliance on the personal income tax 
and the unintended consequences of Proposition 
13, among others.
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The Streamlined Sales Tax The Streamlined Sales Tax 
ProjectProject

CSAC supported efforts towards California’s 
participation in the Streamlined State Sales Tax 
Project and continues to be engaged in this issue at 
the federal level.
As local agencies rely on revenues from the sales 
tax to fund a number of public services, counties 
support a nationwide sales tax policy for remote 
sales to streamline and simplify the collection and 
allocation of sales tax. 
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California State Association of Counties

Counties Are Committed Counties Are Committed 
to Reformto Reform

CSAC remains dedicated to the cause of 
reforming the fiscal structures of both the 
state and local governments.  We appreciate 
the complexity of the task before the 
Commission and offer our assistance 
whenever necessary.

 

 



Presentation to the California Commission on Tax Policy in the New Economy 
Wednesday, September 18, 2002 

By Jessie J. Knight, Jr. 
President & CEO, San Diego Regional Chamber of Commerce 

402 West Broadway, Suite 1000 
San Diego, CA  92101 

 
Good afternoon, Mr. Chairman, and Members of the Commission: 
 
First, on behalf of the San Diego Regional Chamber of Commerce and our 3,400 
members, I would like to take this opportunity to thank you for taking on this important 
subject and investigating possible solutions to overhaul and streamline our current tax 
system.  This is a complex issue, and it is important that every segment of our society get 
involved to offer solutions and thoughts to make your job easier.  Therefore, we 
appreciate your having this hearing in San Diego today and allowing us to testify. 
 
A special thank-you goes to Councilman Scott Peters and his staff for approaching the 
Chamber in May and focusing our attention on the efforts of the Commission.  Since 
then, we have formed a small task force to work on this issue and keep our members 
informed.  Our Chamber, together with the San Diego Regional Economic Development 
Corporation (EDC), also had a very informative dialogue on the need for fiscal reform 
from Councilman Peters and John Russo and Chris McKenzie from the League of 
California Cities in early September. 
 
This morning you heard from EDC how taxation affects the “new economy” – high tech, 
bio tech, telecommunications, electronics.  But the new and the “old” economy – 
infrastructure, schools, public safety – are inextricably linked together, and to keep both 
economies on an even keel, cities and counties need a reliable revenue stream. 
 
Unfortunately, the current tax system adversely affects our infrastructure needs.  When 
Proposition 13 passed in 1978 to give taxpayers protection from property taxes, local 
government property tax revenues were cut by 60%.  Additionally, a little over ten years 
ago, the State, in order to balance the budget, further reduced local revenue sources.  The 
result is an accumulated infrastructure deficit of tens of billions of dollars in new 
investments in public facilities across the State. 
 
A major part of local government finance goes toward maintaining our basic 
infrastructure of roads, parks, libraries, community colleges, fire and police facilities, 
sewage and water systems and other public necessities.  As our region’s population and 
business base continue to grow, investment in our infrastructure is vital.  We need to 
make sure that our citizens have housing that is affordable for all income levels, that we 
have the water, roads and transit systems that make our community go forward.  And, in 
order to accomplish that, our county and cities need to be able to count on a predictable, 
reliable revenue stream. 
 



We also have the problem that we continuously have to compete against lower-cost 
regions nationally and internationally.  We need to attract companies to our State and 
region, and our employers need to have the tools to attract a skilled workforce to 
positively boost our economy.  And to continue to do so, we need some relief. 
 
While we do not claim to have the answers as to how a well-balanced tax structure should 
look like -- and I believe there is no universal agreement -- we are encouraged that your 
Commission has taken a first step to probe into this complex issue.  While you continue 
your deliberations and narrow down recommendations, we would like to stress our main 
message points, which we hope you will take into consideration.  They are: 
 

• Protect local services  
• Do not shift costs 
• Use local governments as a partner and have them contribute to a solution  
• Be responsive to regional needs 
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About Cox Communications
•• Founded by James M. Cox in 1898Founded by James M. Cox in 1898
•• Serve more than 6 million cable TV Serve more than 6 million cable TV 

customers nationallycustomers nationally
•• Serve more than 800,000 customers in Serve more than 800,000 customers in 

CaliforniaCalifornia
•• San Diego, Orange County, Palos Verdes, San Diego, Orange County, Palos Verdes, 

Santa Barbara, Bakersfield, HumboldtSanta Barbara, Bakersfield, Humboldt
•• Nation’s first cable operator to deliver Nation’s first cable operator to deliver 

voice, video, and data over a single voice, video, and data over a single 
broadband networkbroadband network
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California/Federal 
Governments Open Markets
•• Prior to 1996, network capable of 1Prior to 1996, network capable of 1--way way 

transmissiontransmission
•• Regulations restricted telephone competitionRegulations restricted telephone competition
•• Technology limited cable Internet offeringsTechnology limited cable Internet offerings
•• California opened local telephone competition California opened local telephone competition 

by ending legal impediments to entryby ending legal impediments to entry
•• Passage of the 1996 Telecommunications Act Passage of the 1996 Telecommunications Act 

fostered competition for all services by fostered competition for all services by 
spurring investmentspurring investment
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Cox Infrastructure and Investment

•• Since 1996, Cox has invested more than Since 1996, Cox has invested more than 
$800 million in San Diego, $1.3 billion in $800 million in San Diego, $1.3 billion in 
CACA

•• 22--way interactive network to deploy new way interactive network to deploy new 
productsproducts

•• ThreeThree--fold increase in number of fold increase in number of 
employeesemployees
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Network Investment → Choice, 
Competition, New Services
•• Cox HighCox High--Speed Internet Speed Internet –– May 1997May 1997

No dial-up, runs on broadband network
Up to 100 times faster

•• Cox Digital Telephone Cox Digital Telephone –– May 1998May 1998
Runs on broadband network
Customers save 30% on average, all the features

•• Digital Cable TV Digital Cable TV –– February 1999February 1999
500 channel capability
Deployed to compete against DBS
New services:  VOD, ITV, Games
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Tax Framework
ServiceService Taxes/FeesTaxes/Fees CompetitionCompetition

Cable TVCable TV Franchise FeesFranchise Fees DBSDBS
Possessory InterestPossessory Interest
Property TaxesProperty Taxes
Utility User TaxesUtility User Taxes

InternetInternet Exempted by StateExempted by State DialDial--up,up,
and Federal Internet          DSL,and Federal Internet          DSL,
Tax Freedom ActsTax Freedom Acts WirelessWireless
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TelephoneTelephoneTelephone

ServiceService Taxes/FeesTaxes/Fees CompetitionCompetition

Multiple  Multiple  WirelineWireline
federal, State,federal, State, IncumbentsIncumbents
and local taxesand local taxes ((e.g.e.g., SBC,, SBC,
and feesand fees Verizon),Verizon),

CLECs,CLECs,
CellularCellular

Tax Framework - continued
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Tax Gap: Cable TV vs. DBS
•• Cable providers pay more than $300 million Cable providers pay more than $300 million 

annually to local governments in California in annually to local governments in California in 
the form of franchise fees, property taxes, the form of franchise fees, property taxes, 
possessory interest tax and utility user taxespossessory interest tax and utility user taxes

•• On average, cable operators and subscribers On average, cable operators and subscribers 
pay local governments approximately 8% of pay local governments approximately 8% of 
gross revenuesgross revenues

•• In California, DBS pays no taxes, unlike in 14 In California, DBS pays no taxes, unlike in 14 
states where DBS pays taxes ranging from states where DBS pays taxes ranging from 
4% to 13.5%4% to 13.5%
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Recommendations
•• Short term:  Implement DBS taxShort term:  Implement DBS tax
•• Long term:  Consider a tax system with Long term:  Consider a tax system with 

the following qualities:  the following qualities:  
Competitively-neutral between service providers
Predictable burdens for taxpayers
Stable revenue streams for government
Encourages further investment, economic growth
Administratively simple for taxpayers/government
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